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A. Ministries Created from the 014 Ministry for Machine Construction
1. Ministry for Heavy Machine Building

8, Minister Erich Apel
b. BState Secretary Wilhelm Ziestoniss: =(fommerly
head of People's Shipyerd
Stralsund).

¢. Main Administrations

(1) Equipment for Heavy Industry

(2) Bruipment for Chemical, Ceramice and Food Industry

(3) Equipment for Polygraphic and Textile Industry

{4) Machine Tool Industry

(5) Foundries

(6) Energy and Power Machine Building (N.B.: This includes the
Miin Administration for Boilers snd Turbines and the Main Admine -
istration for Energy snd Power Machines of the old Ministry for
Mechine Construction)

(7) Electrical Machine Building

(8) Cabdle and Apperatus Building

(9) Ship Building Industry

2. Ministry for General Machine Building

' &, Minister Helmut Wunderlich
b. State Secretary Hermann Grosse (formerly Chief,
Central Department for Sales
and Exports in old Ministry
Machine Construction.) ,
¢. Main Administrations
" ' (1) Auto and Trector Building

l ~ {2) Locomotive and Railrodd Car:Byilding: -

{3) Farm Machinery

e o

(4) Redio and Telecommunications Industry
* {5) Precision Machanics and Optics

{6) Light Machine Building

{7) Iron, Sheet Metal and Metal Products

In addition to the above Main Administrations, each one of which
has an identical structure as follows:

{2) Chief

(b) First Deputy and Technical Head of Main Admidistration

(c¢) Second Deputy and Administrative Head of Main Administration
(d4) Cadre Department

{e) Finance Department

- OAvTTn At fares—a
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()
(2)
(n)
(1)
(3)
(x)

-ho

Sales Department

Material Supply Department

Techniques Administration Department
Production Admisistration Depertment
Research and Development Depertment
Planning Depariment

There is a Central Administration for esch of the Ministries. These
administrations are compohked of the following Central and Main Depart-

uents:
(a)
(v)
{e)
(4)
(e)
(1)
(e)
(n)
(1)
(9

Main Department Planning

Main Department Material Bupply

Main Department Sales and Exports

Main Departwment Cadre

Nlil; Department Bchooling

Main Depertment Research and Technology
Main Department Pmduetioﬁ

Central Depertment Accounting

Central Department Generel Administration

Main Department Finance

| the new Ministry for Heavy Machine

%uuaiu bad gotten the better men in the Main and Centrel Depaxtments
on the spliteup. ‘
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C. Plans for the(Gontrol of the East German Economy

1.

2.

3-
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Within the Soviet Zone of Germany, there are two controlling plans for the }
industrisl sectdrs. The first of these 1s figured in "Werkabgsbepreisen” - !
{Factory Ssles Prices) and is called the "Staatshaushaltplan” {State ;
Budget). The other, which corresponds to the first, is figured in "Messe |
verten” (Standard Prices)’and is called the "Volkswirtschaftplan" (Nationsl
Econlfieéc Plan). The State Budget is made up by the Ministry of Finance,
vhereas the Natlonal Economic Plan is made by the State Planning Comission, :
and is really the basis for the former since the Ninistry of Pinance gets !
all of the production information from the National Economic Plan, then '
applies jo this information ratios relating'Factory Sales Prices’to

"Bruttoproduktion” {Gross Production), expressed in’Standard Prices.

o

Normally, the Fational Economic Plan is based on information which is
originally prepared by factories, consolidated by the Ninistry, and
forwarded for readjustments. s

The total figures shown in the budget should be distinguishe® fiom GNP. (sic )f’
GKP is a measure of the total output of the economy. The nationsl bude

get, on the other hand, is a kind of accounting of the income and expendie
tures of the state;, which does not, Tor éxample, esibrace the operatiuns !
of the pri¥ate sector of the economy, except as it includes receipts from
private firms in the form of taxes. Nor does the budget indicate the gross
income and expenditures of the economic ministries. The budget does, how-
ever, reflect the close ties between socialized enterprise and the state.
On the income side, the budget includes a) smortization wmes, b)profits
of state enterprises, c) taxes received, and d) amounts saved-étue to indus. |
trial Rationalisation. On the expenditure side, the state budget includes .
a) subsidies to cover planned losses, b) cultural items, ¢) investments

in state-owned enterprises; and d) the usual government outlays. Total
income of the state, however, is in no way to be considered equil 0 the
groes national product. GNP is difficult to ascertatn. The ErU¥s -
tion figures (Bruttoproduktion in Messwertes) are not reliable because of -
duplication in counting as well as the cutdated nature of the 19%4 prices
on which the system 1s based. Percentege gains in totﬁ;ildu!trul PO
duction reported publicly each year, are, however, & rough indicator of the
expansion of the industrial segment of the economy.




b,
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As in World War II, East German prices are wontrolled.> uNevmtmﬂ.eahu,s&,
inflationary pressures exist because money i the hands of the people
exceeds the amount of goods availsble for purchase. Farmers,in pn'ticu-
lar, have hoarded money,and black markets have arisen in sugar and other
commodities. Another source of inflationary pressure comes from material
shortages vhich have led to production bottlenecks. This slows down the
completion of goods, ties up money in incompleted inventories, impedes the
‘eirculation of currency, and forces the banks to extend credits for longer

25X1

periods then plamned. In consequence,pressure develops to incremsse the 25X

amount of money in circulation. Al‘bhough the banke have taken measures
to force firms to pay their bills more quickly,

\ | When rumors of currency a
have been spread, the SED has talked them down as enemy propaganda.

Purchasing power has tended to accumudate in the hands of the people
because production has not been geared to public demsnd. The peocple
would like to buy cars, motorcycles, electrical products, and other hard -
goods, all of which are in short supply. Production of out-dated hard-
ware, such as outmoded knives and torks,continuec, despite consumer buying
resistance. There is little production’ of up-to-date, efficient goods or
attention to modern design. Designers have little incentive to do crestive
work becsuse their firms are under pressure to increase profits and there-
fore hesitate to experiment with new products.

D. The 1954 Planning Process in the Ministry for Machine Construction

1.

2‘

3.

In August through September . 1953,the then separate Ministries of

{1) Heavy Machine Building (2) Transport Machine Building and (3) General
Machine Building received "Kontrollziffern" (Control Numbers) from the
State Planning Commission and were ordered to start the factories within
their various jurisdictions on plans for 1954. Specisl forms were provided
for the planning work by the plants. These forms had been used for the
first time in 1952 (for 1953 planning), and the result of the factory's
lsbors was to be a set of so-called "Projektplaene” {Projected Plans).

This sytem was, for the 1954 plnnning, not followed by the plants. They
refused to use the forms (though they did make tentative proposals as to
theh';'olm of business which they expected to be able to fulfill during
1954).

On the special forms vhich would have been normally used, the factories
would have been obliged to calculate all of their finencial data from the
Control Rumbers which are related to hhysical plans (such as the production
plan in terms of items or'Standard Values, the labor productivity plan,
etc.). Thus, for example, errh factory would have had to meke a calcu-
lation of that component of "Uclbstkostensenkung" Vo

(Lowering of Production Contl) which refers to wages n\d
salaries as follows:

Given: Control Number for Incresse in Average Wages, 103%
Control Number for Increase in Labor Productivity, 10T%
N.B.: The above figures are examples only.

Bolution: %3
equals 0.926

Subtracting from 1.700 and multiplying by 100 equals 3.7&.,

Thus, the lowering of production costs whichi will result -
from an incréase in wages of 3% and an incresse in
productivity of 7% is 3.7h%.

Obviously, the other factors contributory to a lowering of production
costs would have to be calculated by & similarly lsborious method, more
complex in many cases. Further, this must be done for essentially every
pu't of the producing ehlcnt of thc Ministry.

. This calculation is; of course, comct, but if one takes into considerstion
. the fact that this exactness was requested at a time when the main preduct
politionl (vhich indicate the total prodpction of given "control products”

of vhich there were, at that time, 200 B¢ noW reduced to 60) and all other
basic figures were still variedle or unknovm, it is obviously quite worthless.
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k.

5. The three Ministries protested sgainst this trestmeat. Furtheruore, esch

6. Planning for the 18 former SAG phants had been carried out by the Ministry =

, | QONFIDENTIAL/NOPORN Q s
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these Project Plans have at no time been ' 25X1
of any use. up on individual products at a time ‘
when there were contracts for the sale of only 5 to 10 percent of the
production progrem. Thus, the possibility for specification of the ‘ i
actual production pattern was impossidble. This is just one example of the |
peeudo ;- gconomies practiced in the DIR. Every so often, certain sectors

of the govermment stert s campaign for - the {mprovement of the ratio ‘
between non-productive and productive personnel (the ratio is particularly
bad in the machine-building factories, averaging 1:2.5 in 1954) while other ;
sectors of the government order the factories to do completely useless |
sdministrative work for thich the exsmple sbove stands as typical of & far
_ greater number. | & calcubétion of the mopey lost on the oy,
formulation of the Project Plens end, considering only the salaried in- ‘
volved, came up With an amount of 2 xillion DME for the entire sector of i
Machine-building enterprises. In sddition to this sum, there would be gilcta
substential gemersl costs of the firms, to say nothing of travel expenses, |
since each plant had to deliver ite plans by s courier. C

, |
In December . 1953,a meeting of the "Zentrale Ksufmsennische Leiter" N
(Chiefs of the Centrsl Marketing Deparmtasts) of the three Ministries

was held in the Ministry of Finance, Rumpfl presided at this meeting :
and st this time, the three Ministries were given a new and £inal @ross .
Production figure (vhich was less than that proposed by the factories) s
and @ new set of main figures for the labor plan, these last being harder

to meet thar those vhich were developed by the factories in their pro- ,
posals. On the basis of the figures given ogt in this moting,tm cOrTess
ponding "Warenproduktion" (Goods Production)® was subseq calou~ o
lated by applying the ratio between Gross Production (Brutto) snd Goods
Production (Waren) which had obtained in 1953, Further, the basis for ' |
a calculation of Production Cost Lowering (Bolbutko-tcmchkm) was given, |
sgain based on 1953 experience. From all of these figurds, a araft of

the 1954 Budget was made and this, in Jenuary of 195k, wes accepted as

the £inal Budget without any alterstions.

of the three Ministers were asked by the hesds of their own Central Financial

s not to sign this budget, since 1t could be seen that it cone
tained conditions too far removed from what was possidble for the Maistries,
The budget was signed by the Ministers, however, during January 1954,

of Pinance prior to January 1954; though this was against their wishes, the

_three Mpistries to which the plants were to be assigned did not receive = -
any irfermation on the status of the plants on which to do their own plane

ning, but could only nacknowledge” the plans drewn up by the Ministry of .
Finance. This Ministry had, in turn, gotten all of its figures on 1953
operations in the plants from the three Soviet Administratios concerned, . .
namely AMO, Transmasch and Kebel.

The 1954 ppojected production of these 18 firhs amounted to roughly 1.5
billion DME (Werenproduktion) which ¥W2a to yé$1ld a profit of approximately 2
270 million IME. Later in 195k it became obvious that the basis for
calculation used by the Ministry of Finance was wrong: the actual proflt -
made by these fims Fr 1954 wes lower than the sbove figure by 35 million
ME. : : ’ Co

It also became known to the Ministry during 195k that the Soviets had
ordered the plants to overvalue the smount of material, semi-rinished goods
and finished products held as inventory st the end of 1953. In the case
of some of the firms, devaluation of goods which had been due for some time
was forbidden. This mesns that the Sovieis got s higher 1953 prodit than
had sctually besn made {sctually & kind of hidden reparstions) and stert]
from this ufrealistic profit in 1953, & likewise unrealistic profit wae
caleulnted for 1954. T '

The former SAG plants got into additional troubly. after they were returoed
~to Esst German ownership. Up to this point; the S84G‘s had bemn in & fwvaxse -
sble materials position and vere given prierity :fobo materisls sent by-the &l
USSR or by Soviet-owned steel mills (e.g. Hettsted®) in East Germany; they

had been given preference} as to their sales; they got crediy thoough the
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Soviet-controlled Garantie und Kreditbank in & magnanimous way; they were
granted higher ratios of profit in new prices; this ratio amounting to
13.5 percent whereas the highest that other East German firme were allowed
was 6 percent (this ratio expresses the allowed planned profit to the
production coat of an item.).

ths to the unrealistic profit of 35 miliion DME, the Ministry for Machine
Construction drafted a bill requesting the repayment of a sum equal to _
the amount by which goods had been falsely devalued. Payment was requested °
of the Ministry of Finance, but the bill was rejected in the Council of
Ministers which declared that this was not a hidden loss originating in

the time of the Boviet administration but was attridbutable to poor work

in 1954. This occssion may have contributed to s possible disfavor of the
Politbuero toward Heinrich Rau, then Minister.

After their acceptance; the plans for each of the threas Mnistries

which were later amalgamated into the Ministry for Machine Construction

were added to the plan for the 18 former SAG enterprises and thereby .
transformed into one plan. At this point, the Central Department for
Finances and Prices of the Ministry for Mabhine Construction broke this

plan down into seventeen parts corresponding to the Main Administrations .. -
of the Ministry. These parts were then split up for the plants. This v '
process also occurred in January 195k and involved all of the plens--
fioancial; production,material, labor, ete. Thus, at the level of the
Ministry and Msin Administration; all of the previm work devoted to.
making up the 195k plan was cencelled and new plant plans had to be
synthesized.

The resapproval of the plant plans, their discussion in the Ministry, their
aspproval or rejection and repeated elaborations lasted nearly half a yeer,
mtil May- or June 1954, The non-financial parts, since they could be
calculated much more readily, were done at an earlier time {(April).

The resultd the entire planning in early 1954 was = highly unuaml situstion
which is described below:

&. The plents reported in their non-financial plans sn edditional Gross =
Production expressed in Standard Prices of between 200 snd 300 uilunn*
IME., (Additional means "in addition to what they wers told by thelr ;
Main Adminstration to plan”). This surplus was called the "Zusstzplan" j
(Adaitional Plan) but was an unofficial term used only in the Ministry, |
The factory msnagers, of courss, were producing for a consi !
‘time under this expanded plan and were not aware of any differences
between it and the official plans.

{In connsction with the above amount in Btandard Prices, an applying
the ratio of Bruttoproduktion in and Weremproduktion in

s One gets a corresponding "sdditional" Wi 28
ﬁgu:n mau.y 350 million. The sum of the plant ,howvever,
contained an sdditiczal Waremproduktion figure of more then 400 uum.r

. b, The question may be asked why the factories planned a high produstion
and wiy they planned aven kigher financiel plans. The saswer to this
question is also worthy of detailed trestment. g

First of all, the mamagers of planss; seid; in essence, that the
situation on the market; the available orders of their customers, '
and other considerations allowed them to thus plan. Further, they -
stated that tey would not need any additional materials for this C
plan. These statements were false. Of CGourse, there were several
factories which were able to sell more than they were permitted
according to theX share of the split-up Volkswirtschaftplan, but on
the whole the factories 41id not have more contacts with than
for 60 to 70 percent of the year‘s production by April 195k. The fag -
plants had even less, about 30 to 40 percent. Keither 41d the plaut
managers describe the materials situation correctly, and the result

ves s constently growing gap between planned material and suppliedl
msterial as the year went on. By the end of the first quarter of 1954,
this gep had already widened to the peint where it caused a considorable
underfulfillment of the Volkewirtschaftsplan {which was lower for the
first quarter than for succeeding querters).3

PUCEL ORI SRS P

roe cm ey P -
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c. The real reason for the existeuee of the Additional Plan was the
insbility of a large number of factories to fulfill the key plamning
figure "Arbeitskraeftezahl’ (Number of workers). According to the
relatively high incresse in productivity which had been thrust upon
them (about 7 percent for 195k}, many machine building plants would ;
have been compelled to release workers if they had actuslly plemmed = |
& production corresponding to their share of the Volkewirtschaftephaa,

“ " mpis is true even of factories for which the planned average employment
figure 1954 wms higher than the planned aversge for 1953. Also thers
were fectories which got a higher increase of productivity than
production; hence would have to reduce the mumber of labopers to balance
the two. Still snother gro: . of plants had a reduced production; forcing
the same balsncing process as that Just gbove-~laborers would have
to be 1id off to balance productivity sagainst produstion., Such a o
situstion prevailed in the Main Administration of Equipment for Heavy
Industry. Finally there 1s a group of plants which plammed higher - -
production in order to get out of labor trouble: these plants *

, *w&ertheoﬂgimlphnhadmthﬂborelemmrmmm because

. of & relatively high increase in plammed productbn, because of & low
increase in productivity planned, or becease th. low mumber of workaxt |
at the end of 1953, compared with the sversge number for 1953, made L6
possible during 195k to retaein at least that end-ofs-year mwber . These
were the plants which underfulfilied the production or preductivity plens
during the first guarter of 195 and who, %o recoup, and finslly fule
£111 the productivity plan, had to plan even higher production. Csses
inthhhﬁmmemiﬂlynmminm?rodmmnm
Heavy Machine Building;cases of the sort were So numercus, in fact, -
that the Additional Plan of this part of the Ministry smounted to
more than 50 percent of the Additional Plan of the entire Ministry.

d. The reasons for the difference between the Additional Plan of the

finsncisl plen snd the Additional Plan of the production plan are
also clear. It is Pirst necessary to be sware of the fact that & ‘
plant mensger, faced with a labor surplus, is in a desperate situation, -
Orders include a proviso that they must meet the productivity plan, 1
as sbove, and; further, they must balance productivity wultipljed !
by the nunber of workers with the plammed production. At the same g
time, a plant manager 1s bound by & law which states that he may not: . -
relgase & worker:: unless there is an equivelent position avaiifitle
for the worker. Under no circunstonces can the msneger simply let™

& worker go, hoping that he will £ind dnother Job, or will be forced
‘to gravitate into sgriculture or the People’s Police or other less

desirable occupstions. If he does 8o, he will  25X1

be in grave troubde with the SED. Thus, of the two choices (both
11legal) which face them;plant mamagers in 1954 selected the one which -
~did not force them to lay off workers: to meet productivity planned,
_ they incressed the plan for production., ™his of course increased
the "Selbstkostensenkung” and therefore the incresse in "Rentabilitnet”
(favorable ratio of production cost to profit) wes greater than
the incremse specified in pldan. o

The fact that this was sure to happen was well known to the State
Planmning Commission, but this body had delliberately cast off ite
om yukes. | | asked & higher official-of the State Planning . 25X1
Cormission why they hed put such imbslances in the Plan, and he ‘
snswered: "A lsbor plan which is too unrealistically high may ine- -
duce plant managers to relesse workers even when no other Job is
availsble--underrsuch a condition; he can plead that the lebor plen
wes too-iigh and theréfore use it to show his own blamelessness. -
On the othwe band, if the profit plan is oo high, trnmnagerm?
be fareed to take the same steps, bui he cannot now free himself Irom
responsibility for the release of workers for although the financial
plan ordered the plant msnager to reduce costs drut&cl.uy, it did
not order him to reduce labor costs o drastically."”

Because of the greater severity of the financial plan the factoriss
planned en even high Additionsl Plan in this sector of their planning.

10. Because of the necessity to get more capitel {Umlsufsmittelverfuehrungen)

%o finance the Additional Plan {up to this point, the only funds which were
available were those originslly scheduled in the mash. lower National

‘Me Plan) and because of the fact that,in spite of the higher produetion

~e —am g
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in the $lant plans,not even the entire profit as stated in the Budget
was planned in these new plant plans, the Council of Ministers had to
be msked to change the Budget. The Ministry of Finance, which had to
sign the draft of the bill, requested the approval of the State Plemming
Comission, This body gave its approvel to the bill, but with four pro-
wisions:

" a. Noasdditicnalmaterial be requested.

b. BNocthanges wera to be made in the proportions of the production
pattern in faver of capital goods .

¢. There were to be no provisions in the new plan which would exgdanger
the program for "Massenbedarfsgueter" (Consumer Goods).

d. There was to be no additional demand for financial means for invest-
*  ments on the part of buyers.

The second and third provisions could not be fulfilled. For the most part,

the additional plan originated in the capital goods industry {see Para. _
9, c., sbove) and the fulfillment of the Consumer’s Goods plan was alresdy

80 bad that any drain on the available material supply towards any other

‘effort hed no change of being nermitted, (It was commonly held, probably
falsely, that the ~onsumer  goods production was poor because of lack

of materials; the critical factors were probably the lack of interest and
tnistative on the part of the factories as welloes the buresucratic handling
of the program from sbove.) Minister Rsu gherefore declded to remounce
the approval of the State Planning Commission and to bring in the bill
" without approval of the Council of BMinisters.  This he did vhile he was
gerving es president of the Praesidium of that body, and he did get the
bill thromgh. This happened on the 6th or Tth of June 1954, )

11. Before the alteration of the Budget became effective, however, the im-
practicality of the plan of the Ministry for Machine Construction emdof ™
_other ministries became so obvicus (especially with regard to the Materiel
Plan) that the State Planning Commission applied to, and:got from, th
Politbuero permission for & new round of pranting. :

12, By this alteration of the original National Beoncmic 9lsn by the mﬂi/&h i
* 1954 the individual qustas of the factories vere considerebly altered, - -

J.quted:l.:;i this last plan was figured out in Buch & way that the individual™

factory p would schieve the maximum degree of efflclency . '. Thus,
production of items for which materiels could obvidusly not be obtained.
were d from the factory schedules, whereas other products for which

the materials vere availeble were added. All this was to no avail: the- - -

plants still could not balance the given plans for product, produetivity,

profit and labor. Again the factories felt comphiled to vperate woobrdihg:ls

" 40 an Additional Plan, but the goals were somewhat altered from the origindl
_Af3itional Plan which had been made up in late 1953. At that = .c tive,
they had planned extra production to the smount of something over 40O
million DME (Warenproduktion zu Abgsbepreisen), whereas they now amounted

¥

to 11,390 million DME. The profit, however, expressed in absolute figures,

wes 20 incresse to the figure originally scheduled in the Budget, or 1,200
million DME. In Qctober, when the first round of planning was started,
the Main Admindaétrations #ithin the Ministry had been able only to .
"persuade” their plants #hat a profit of 1,170 million DME could be made,
thus lesving & gap of 30 million DME betwesn what was planned and what :
_eould be realized. These 30 million extra marks were imposed on the

Maln Administrations by the Central Department Finances. Now, in this
last revision, the Main Administrations were so fed up with the aumerical
humbug that they did not attempt o split up this 30 million DME gep for -
_the factaries. . ’ e R L el

13, For financial plsns, this leck of a& £irm plsn does not matter too greatly
since all factories have to twrn over to the State any profits which they
actually accumilate. .- Ther only real disadvantage to them comes in
considering the "Direktorfonds” {Director’s Funds); since payments into

CONFIDENTIAL,/NOFORN
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' the Directer Funds sre based on fulfillment of plan, underfulfillment

means at least & cutback (or no contribution)to the premium find:'for
managerial workers . In addition, however, factories working at a loss

only get subsidies to the extent stated in the plan-«aay iosses sur-

passing these amounts form a gap in the plant balance sheet and remain

a disturbing factor in the money circulation plan. A more disturbing

feature to the national economy, however, was the far larger gap that R
existed because the Additonal Plan € the plants, under which they were proe |
ducing, was not finenced to the extent of 400 million DME. Thus, (after B
_all revenues were in) the total deficit of the economy was 100 million
~DME. "This rather small sum. °* : .- ; might lead cne to con- 25X1
clude that there was, in fact, no lack of capital at all, but the capital <
does not finence output but, rather, the things used for production. o
Factories had the so-called 'Planbestaende” (plsnned inventory) of materisl, ;
semi~finished and finished goods and, in fact, something oA the order of
300 to 500 million DME surplus in this category. This points up the ‘
‘unrealistic relationships within the various plans. o

" 25X1
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2. Planning for the Deutsche Handels-Zentralen (German Trade Ceunters

a. Planning for the DHZ's is done by the Ministry for Machine Construction.
The DHZ's are subordinate to the Central Department Sales snd Exports,
and the heed of the department at the time the source wes in the a
. - Ministry was Hermann Grosse who is Stastssekretser (8tate Becretary) !
! . 4n the Ministry for Machine Construction. The only plans for the
. " DPHZ's vhich are not made up in his de] t are the financial
plans, in particular, the "Kassenplan” (Cash Plan--that plan which )
regulates the inflov and outflow of the state money). These plans.. ‘
are mede in the Central Department Finances and Prices. i

there are four INZ's, each of which has respon.  2°X1
sidbility only in Germany. It never deals in exports or imports
of say kind, These four DHZ's sre the following: .
(1) General Machine Building

(2) Electrotechnical

be

(3) Fine Mechanics and Optics

.

{4) "StastlichesVermittlungskontor fuer Metallreserven" ({State
Distribution Control Center for Metal Reserves). -

¢. The fourth DHZ above only deals with goods already made and svailable
for sale. Its particuler specialty is the goods in "Jeberplanbesteende”
(supplies for the manufacture of artieles over and sbove the meterisls
 actuslly required). These supplies could include rav materisls, seml~
- Pinished and finished goods, or other assets, such as old machine tools
which are not needed by a given plant, Thus, the actual specialty of
the DHZ is reduced to redistributing the material factors of production

to places which need them. o 25X1
d. The DHZ has, on occasion, even tried to aigtion off materidls which '
' 1% could not othervise dispose of. | this
| heppened et least twice in the past fowr years; the thene%x ,
+two occmsions wereheld in Leipzig. ‘
e. This DHZ has seversl mhounes,‘
25X1

3. Export Plans under Central Departihent for Sales and Bxports

2. In the Central Department of Ssles and Exports, Ministry for Machine
Construction; export plens are broken down three ways:

(1) By Main Administration mamfscturing product
{2) Acoording to country of destination
* {3) Aecording to "Special Program”.
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Within the last category of breaskdown,
three special programs:

(1) Euehlzuege {Refrigerator Trains)

{2) Walzstrasse {Rolling Mill Trains)

{3) Power Machines

Responsibility for these special (export) programs
is delegated to various Main Administration chiefs. Thus {before
the split-up of the Ministry) Apel was in charge of the special
program for power machinery, the chief of the Main Administration
locomotive and Tar.. Construction was in charge of the refrigerstor

PR AT

trains {actuslly, refrigerator-car trains) special program, and the

chief of the Main Administration for Heavy Machinery was in charge
of the rolling mill train progrem. Each of these peocple, in neeing

- to it that the special program was fulfilled, could and did step
ecross sdministrative lines to see that the needed materials and ]
suppliss from other sectors of the Ministry were being produced on .
schedule. The perscn in charge of these special programe hes :
authority to deal directly with any plant involved in the progrsm.

'b. Helmut Wunderlich was in charge of a group known as the "Kempfetedb
- fuer Export" { Action Staff for Exports) which exercised overall
control of the export program.

¢. Shipbuilding, in which the Chief of the responsible Nain Administration

has slweys had the power to deal with supplying firms, is bot eon—
sidered a "Special Program".

4, Subsidies

a, the DIA's purchase their goods for export from the
v, snterprises at fixed prices based m aversge
indust#ial evsts computed at the time that the production of &
partioularicommodity was first introduced into the econcmy. (These
prices are sometimes later revised to meet changing costs, but often
remain out of line with the current situation for long pericds,) The
' DIA's in turn sell these goods at world market prices. Therefors,

vhen the fixed internal prices is higher than the payment received
on the market; a subsidy to the DIA is necessary.

b. Esst Gemmany knowingly mskes ssles at a loss for several ressons,
In some instances, especially in trading with Western countries,
retention of & particular market is importaunt emough to warrant at
least temporary losses. This market may de mtmﬂa
critical need for its current exports or because it mey m
be & luorstive business in the ffuture. In trade with ¢ loc
political power of the trading partuer may be great mud:
an unecononical deal on the East Germans.

25X1

25X1

25X1

25X1

5. Eidden Reperstions
‘& Price Differentisls

\ vhen a foreign market price for the export of
‘ 8 particular commddity mmm,mmmmmwmo.
w;-!mr,tnthouuu:vbmm et Union has & monopoly on -

imports, price can be arranged in an arditrery fashion, Altho

pot specifically stated, it is presumed that, with proper cootg&thn.

CONFIDRNTIAL/NOPORN
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' the same could be effected in regard to any commudity whose export
is testricted to the Bloc as a whole. In trade of this sort, East
Germeny finds jtself at a disadvantage because of her inferior posi-

" tion vis-a-vis other Bloc countries.

the term "hidden reparations” need not be
restricted to forced deals resulting in immediste financial loss. -
If a country is foreed to export a commodity that is badly needed

et home or the export of which, for any other resson, results in s
greatersdisadvantage than advantage, then the transaction can de cone
sidered to involve "hidden reparations”. Specific mention vas mede
of rolling stock end locomotives in this regard. '

6. Underfulfillment of 1954 Trade Plan

8. The main reason for the failume of the Ministry for Machine Construc. -
tlon to underfulfill its 1954 export planwes lack of rew materials.
The products for which foreign demand wes high could not be sufficiently
mass-produced, largely because of the Ministry for Heavy Industry’s )
fallure to supply agrewigpon amounts of component materials. )

b. On the other hand, the Ministry for Machine Construction failed to
. sell large quantitiés of produced items. In these items for which
demand was not 0 high, the revw materials were available but the
technicel standards were such as to meke them unacceptablg.to both
the domestic and foreign markets. i

7. Transportation
B | the poor condition of the locomotives end rolling '
stock, partic " own cars in vhich the East German people
must ride”. the continued high exporte of railroad
equipment to tne Bioc, particularly to the UBSR and Polend,befuddle
wmany Eest Germans. .

8. 18hipbuilding: The Problem of Worker Lay-offs

®. East German shipyards received a substantisl portion of their initial
‘1sbor supply from Saxony during 1548-1949. These warkers hed previously
been employed in atferaft industries in that ares. Some had also oo
coms from agricultural enterprises in South Gxmany. The exodus of
workers from Saxony factories to the shipyards during 19481549 was ‘
spurred by Soviet dismantlings of enterprises in the Chemmits and 25X1

- 125X1

' Dresden areas.

R

b. the current labor foree of the DIR shipyards -
eould percent. He cleims thatlthe new progrem "Industrial '
Vorkers™for AprTetiture” is not meeting with suceess. This is due to - -

" Approved For Release 2008/09/15 : CIA-RDP80-00810A007700790007-7  25x1
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esed workers; the general fear 6f worker wnrest and nngua. "
case of forged transfers of shipyard workers to agriculture.® v

[

managers were powerless to lay off workers. The worker's
congtiutional right to his job is not violated in the DDR=-not because
# is provided for in the Constitution, but because there {s s

E

:
EE

which sy generste another June 17th. If en enterprise
high profitability and productivity plaus and at the
usual case) is confronted wi & result with the need to
workers, the worker must be offered an equivalent Job in pay ;
this the worker is not required to accept unless ~ °
is over-employment such a8 at Wernow-Werft, -
the employment figure was 9,000, vaereas
have besn fulfilled with half that mmber.
for

éa?fimv

Hill
H’S?

i

g

g

¢

8

:

%

; " -
A «0f offeuding ; thw i and are thus afraid of tackling the o
B roblen. The resolution of this persdox in the Ministry cfer '
s to increase capital investment which would R
~ perait full use of underemployed lsbor, thus bringing about & conmomitent.

;
‘
:

L]
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F. Interzonsl and Intersestor Controls
: '\' \"'\' — 'j‘ - =

1.

v orige o Froductivisy. The prohlex ©¥ course is that the current lack :
' af profitability inhibits; in fect yrehibits; ecapital 8ccumulation with

, ~of identification documents and luggege.
6. Puture Plaoning Within the Ministr for Madhine

'b. Proposals for lacreased investments for the Ministry for Machine

Approved For R -RDP80.00810A0077 90007-7
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the result thas the DIR appsals te the Soviets for uaiﬂtance,

o an irteresting axample l at

the RostoikDiesel Motor Works. In tuxs case, the manager of the plant L
. finally succeeded in January in persusding s gxoup of workers to accept
bigher work norms, The arrangsment vas;, howaver, immediately cancelled
by the plant Party Secretary out of fear of the reaction of the other
workers. Ziller had spoken at this rarticular plant last fall during

4. many shipyards were required to maintain uneconow! .- R

1
oy Jepartnents. Neptun-Werft, Rostock. wus maintaining a section - - {
exclusively to new construction that was considered outof j

. comnection,
unfitteq firaﬁomwﬂgar\m —

tmmmﬁmmnmntmtmmul%htoAiﬁ'tll”S‘ .

_than was the case in intersector travel, In hig weekly travels betwean

Rostock and Berlin he wag able to see the incyeesing vigilance 10 cheaks =

8. For the last yeer of the Second FiveoYear Plan, 1.e., ISGO,E
[ _|investments iy o tentative proposal vere to be' ,
increased 75 percent over tne first year, 1986, e produstivisy |
1ncr¢u-rorthmmyommluppondtob050pofunty '

Construction wers forvarded to the Soviets by the Ministry during -
1954 (for the Becona Five-Year Flan), In years prior to 1954, simtler
proposals had been made;, dut ;h.y were invarisbly rejected,,

th

800V, The supporter of the proposals at any such Mosooy neeting will
Prodadbly b¥ Beelitz, chier of the Central Department for Platning snd
Plan Coordination in the Ninistry for Machine Construetion, o

Mh\t‘h‘t\ngliﬂ _bas alresdy made this tri ‘
L\\\\ o an . _|Bee oo ordered
:g,;uu to maks preparsaionsfor aa immediate departure 88 early as MNarch N

‘/[\-\ - - o a‘_v/]
| /
}\\\\\\\\\\\\\\\\\4

‘ e b, s
! . ": $. Cedy

o
vh
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2. fNew Cotitrol Form for Financial 'Reportﬂg

.

2. A new control form wes i vtroduced last year. (Actually, it had been
tried the year before). This is the so-called FKT form vhich gives a .
rumiing summery a1 the Varenproduktion, the Umsatz (turnover), Gewinn
(profit), Umsatz und_Gewerkschaftastener {tarnover and trade taxes)

Toand Tl Lameert en net profit) ancng obhers. Since the form gives

e e

& summary of results up to any given wanin in Ltue yoar bnd also indi-

cates the expecied Quantitics in¢ Lo Succecainy: nonth, the Moverlor
FKI report can be used for i coitluate o i wtal Joardy wedaillent,
the form was not used (o best advantace in tuin

rast year, but that it appears that next year it will make planning
easier. If one has s in eddition to the FKI form, the sheet of
Kontrollziffern, one could just ebout work up the succeeding year's

plan.
[ ptm plant estimates of fulfillment for the next
month which are reported on this form are generally surprisingly
accurate,

3. Trainigg of Production WOgcﬁgg

&. The training of young people 18 to be cut back at some point in the
future, and probebly quite soon, The directive is that training is |
to be matched more closely to production and the large number of traine |
(ee8 vhich come to the Ministry will be reduced, J .
L

- I o L

k, ¢ 08 in Basic Planning Festures

- —
the "contract system", vhereby East Gorman firas must have not only —
& plan to manufecture a certain set of items, but also a contyact with

& buyer for smle of the items produced. | - B
| B Eest Germeny, in contrast to the Soviet -

(Within the fie1d of machine production,| 30 percent of
B products is produced by private firms.) With such a base, it
becomes uneconomic to plam tco far; beyond a certain point of plan-
ning,the returns are not as great as the cost of setting up and ad-
ministering a plan. | T ]
the planning suthorities, be they Soviet or German, realize that this
roint may have already been reached i8 reflected in the fact that
Tecently it has been decreed that future Planning will be haged on &
wajor commodity ligt rather than the former 200=commodity list,

b. / |
b |uhy the Soviets had alloved the new "Quarterly
Production System" to arise. Under thig system, individual fectories
have the option of ignoring the division into quarters 6f the smn
plan, although they must fulfill the totel plan for the Yyear,
this is likely to promote greater economic anarchy than now
exists simply because, under the Communist system, it is not possible
to reduce the extent and deteil of top control without substituting
some other governing force, such as completely free Play of the market,
In the absence of anything else, strict centralized control in all de=
tails is necessary. At any rate, this 1nd1v1dua.11ty permitted is more
likely than ever to increase in the future g "piling-up” at the end

H. Economic Stimulants
———=x thimulants

1. In addition to this new "Quarterly Production System" with its concomitant
manager discretion features, another powerful stimulant is already opera-
ting in Ragt Germany. If a plant manager can get together enough materials
and other necessary resources to produce an item not previously mentioned

in his plant rlen and can furthermore, ge ntract with some agency
for that item, he can #rnl:- for "Sonderkredite

CONFID ENTIAL/NOFORN
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I. Questions Related to Other Governmentsl Or:inizations
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(Speciel Credit: ). This he can do even if it meens that his scheduled
plant production suffers (excepting only the 60-control commoditiea
previously referred to). This is in distinct contradiction to the

system of a planned economy, but it does encoursge the plant manager to

use all of the resources which are available in his plent, 25X1
\ |it is even possible for the plant mengger to offset poor
production records in one commodity which was planned initially by such
speclial production of unplanned products. For example, suppose that a plant
was initielly scheduled, under plen, to manufacture 10,000 radio receivers
at 100 DME each. With the materisl on hand, the plant manager wight, if

he thought he could arrenge for their sale, produce 500 television receivers
at 1,000 DME each and, once having sold them only receive the money for
them, but also use this production to %P *Fdthe production of 5,000 radio
receivers, leaving in his production plan only 5,000 reqeivers still to r
.ascount for. He would have to apply for permission to chenge tho plan ,

but. could receive Bpecial Credit for them as socon as the television
receivers were sold. ‘

———————. W

L.

3-

J. HV-18 (Main Administration Number 18), Pirna 25X1

1.

\ the funchions of the Central
Bommission for State Control (CKK), formerly headed by Fritz Lange,end 125X1
the Control Department of the Council of Ministers,headed by Peter Korn.
the CKK has very strong economic poiicins powers extending 25X1
i+ %0 the Minister-President level. It was called in to the picture only :
on couplaint of some party or when allegations are mede sgainst some person
or orgenization who might be guilty of maledministration or othervise damag=
ing the nalinnul economy, Complainte could be entered by snyone for any res= 25X1
son. The CKK 448 not origintte any investine ] 25X1
Ite agents wore goi 7 ' ~ry young men,
whon plants uuder the Ministry for Machine Construction complained
o0 the that the Ministry was not providing cash in the amounts planned. 25X1
The plants called the CKK and a 20 or 22.year-old youth arrived
to investigage. When he was ignored the 25X1
agent| coppleined directly to Rau who ordered personnel
to provide the sgent with the informetion desired., When it was
e clear to the agent that the Ministry's finence plen was not being
Tulfilled because of a shortage of funds thoough nobody's fault but the
Council of Ministers who adopted the preposterous plan of the Ministry of
Finance, the CKK agent returned to his office and no further action was
taken.

The Control Department of the Council of Ministers had the responsibility
of seeing to it that decisions of the Council of Ministers were carried .
. Thus, this body was
continuously investigating and cneciuy vu 1+ué uwu wuitiative. As an

example,) | the activities of Seelig (fnu) 25X1
‘ employed &s a Deputy Chief of the Main Administration for
‘rransport Machine Building in the Ministry for Machine Construction. 25X1

Seelig wes transferred to the Control Depmrtment of the Council of Ministers
vhere, in February 1955, he was particularly interested in affairs of the
Ministry for Machine Construction,and in this capacity attended all meetings

of the Collegium of the Ministry as & check on implementation of decisions 25X1
of the Council of Ministers.

Two plants, | |hed sections of their physical

agsets actually transeferred to this organization, otherwise referred to )
as BV (Hauptverwaltung--Main Administration) Pirne, or "VFI" (Verwaltung fuer
IndustriebadarT-cAdminidtration fér Thdustriol Reqlrements ),

CONF IDENT TAL/NOYOI]
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he heads of the financial departments of the Main Adminise
tration for Chemical and Food Industries and the Main Administration

for Fine Mechanics and Optics |inquired
how, on their balance sheets, they should treat the. assets which they
had been required to release to the ergbgmm invel:

chemical equipment plant in Schkeuditsz

and & fine mechanics and optics plant| @ [in Chemnits. :

| one quarter or one third of the total
capacity of the plants involved was transferred to the VFI. Neither

of the men | had any ides about the future plans for
these sections of the plants.

2, _Lthe VFI vas set up and operating at
& tine eariier . it was set up at least as
early as October 1954 and was ce opersting before Janusry 1955.

In lste January or early Februsry, the Ministry for Machine Construction
loaned to the HV 18 a sum of 3,000,000 DME. The loan was requested

for three days, was outstanding for 1k days, but vas then settled by the
Financial Department of the Politbuero.

25X1
25X1

25X1
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1. |___[Comment: Not further identiftedl but dndoubtedly Willi
» Secretary for Coordination of the Economy in the Ministry for =

Finagce.

2. oument: This term is always expressed in Wmm;orm

prices; since Warenproduktion is sales productiom,

25X1

K]
R}

25X1

3 Comment: In general the "Materisleinsatzschluessel"--the smounty -
[ o necessary to build a certain producte-were wrong, and multiplyi N

the factor times the products plamed would give somewhat more material then
was sctually required. This edditional amount, however, would by no meens
have covered the extra amounts of product planned. Furthermore, materials

delivered during the first quarter of 1954 did not match the planned deliweries,

thus causing the very wide gap which developed.

5. Comment. Messwert is a theoreticel price established by the

Statistisches Zentralamt ', based on the various prices of all goods and is
used in setting up the Brutto-Produktionsplaene in the Allgemeines
Warenverzeichnis in East Germany.

6. Comment. Possibly Grossnationalproduktion,

7. Comment. The calculations are submitted as received.

Approved For Release 2008/09/15 : CIA-RDP80-00810A007700790007-7

)
!

“©

. ”_25X’|

25X1




